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SAS No. 101, Auditing Fair Value
Measurements and Disclosures
by Gretchen Fischbach
The Auditing Standards Board (ASB) issued Statement on Auditing Standards
No. 101, Auditing Fair Value Measurements and Disclosures in January 2003.
The standard, which is effective for audits of financial statements for periods
beginning on or after June 15, 2003, contains significantly expanded guidance on
the audit procedures for fair value measurements and disclosures. This article
describes why the ASB believes the guidance is needed, discusses the requirement
to evaluate the assumptions and methods underlying fair value estimates, and
explains how the imperative should is used in the standard.
The requirement to measure some items at fair value has been in the accounting
literature for a number of years. However, in recent years the number of
accounting standards requiring fair value measurements and disclosures has increased
significantly, and the trend is expected to continue. A unique aspect of fair value measurements
as compared to other accounting estimates is that when market prices are not available,
management must estimate fair values using appropriate techniques and assumptions that reflect
marketplace assumptions.
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Until now practitioners have used the guidance in SAS No. 57, Auditing Accounting Estimates,
when evaluating fair value measurements and disclosures. However, the ASB believes that the
proliferation of accounting standards requiring fair value measurements, the consideration of
marketplace participant assumptions in making fair value estimates, and the complexity and
significance of some of these estimates to the financial statements requires auditing guidance that
is specific to fair value measurements.
SAS No. 101 provides overall guidance on auditing fair value measurements and disclosures. It
does not, however, provide guidance on auditing specific assets, liabilities, components of
equity, transactions, or industry-specific practices. That guidance will be developed in the future
or is available in:
•

Other standards, such as SAS No. 92, Auditing Derivative Instruments, Hedging
Activities, and Investments in Securities (AU sec. 332)

•

Nonauthoritative publications, such as the recently released auditor’s toolkit entitled
Auditing Fair Value Measurements and Disclosures: Allocations of the Purchase Price
Under FASB Statement of Financial Accounting Standards No. 141, Business
Combinations, and Tests of Impairment Under FASB Statements No. 142, Goodwill and
Other Intangible Assets, and No. 144, Accounting for the Impairment or Disposal of
Long-Lived Assets

Under SAS No. 101, the auditor’s substantive tests of fair value measurements involve (a) testing
management’s significant assumptions, the valuation model, and the underlying data, (b)
developing independent fair value estimates for corroborative purposes, or (c) examining
subsequent events and transactions that confirm or disconfirm the estimate.
When testing management’s significant assumptions, the valuation model, and the underlying
data, the auditor evaluates whether:
a.
b.
c.

Management’s assumptions are reasonable and reflect, or are not inconsistent with,
market information.
The fair value measurement was determined using an appropriate model, if applicable.
Management used relevant information that was reasonably available at the time.

Auditors should note that this evaluation is required even if the fair value estimate is made by a
valuation specialist.
Another aspect of the new standard is how the imperative should is used. The SAS is based on
an international standard on auditing of the same name. As part of the ASB’s effort toward
convergence of auditing standards (U.S. with international), the ASB decided to adopt the style
used in the international standard. That style uses the word should only for the primary
requirements in the standard.

2

In the future, the ASB plans to issue an audit guide that will include guidance on auditing fair
value measurements and disclosures relating to specific assets, liabilities, components of equity,
or transactions.

Auditing Fair Values Toolkit
by Gretchen Fischbach

In December 2002, the Audit and Attest Standards Team issued a toolkit, Auditing Fair Value
Measurements and Disclosures: Allocations of the Purchase Price Under FASB Statement of
Financial Accounting Standards No. 141, Business Combinations, and Tests of Impairment
Under FASB Statements No. 142, Goodwill and Other Intangible Assets, and No. 144,
Accounting for the Impairment or Disposal of Long-Lived Assets.
The toolkit contains nonauthoritative guidance to help auditors understand and apply Statements
on Auditing Standards when auditing fair value measurements and disclosures related to business
combinations, goodwill, and certain impairment situations.
The guidance is illustrated in the context of a business combination since many of the key
concepts and principles are revealed in this common business situation. The document also
provides practical recommendations and illustrative audit programs and financial-statement
disclosure checklists to use when auditing financial statements that include fair value
measurements and disclosures required under the aforementioned FASB Statements. The toolkit
is free and may be downloaded from www.aicpa.org/members/div/auditstd/fasb123002.asp

New Senior Technical Manager
for the Audit and Attest Standards Team
Julie Anne Dilley has become Senior Technical Manager for the AICPA’s Audit and Attest
Standards Team. She joined the AICPA in 1994 and worked in Continuing Professional
Education and on the Technical Hot Line before joining the Audit and Attest Standards Team.
Her recent assignments include staff support for the joint ASB and IAASB Risk Assessment
project and for the Internal Control Reporting Task Force.
Prior to joining the AICPA, Julie Anne worked for several years in industry and in a mid-sized
public accounting firm in New York City. Julie Anne is a CPA and holds a degree from the
University of Kansas.

New Director, International Services
Susan S. Jones, Senior Technical Manager in the Audit and Attest Standards
Group, has been promoted to Director, International Services. Susan joined the
AICPA in 1996 as a manager on the AICPA’s technical hotline. She was
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seconded to the International Federation of Accountants from 1997-1999. During that time, she
was the technical manager of the International Auditing Practices Committee. Prior to joining
the AICPA, Susan spent several years in industry in the finance department of a consumer
products company, and several years in public accounting in a small firm in New Jersey. Susan is
a CPA and holds a BS in Accounting from the University of Delaware, and an MBA in Finance
from New York University. Susan has staffed the International Auditing and Assurance
Standards Board as well as the International Auditing Standards Subcommittee and will
continue to do so in her new role.

Privacy
by Judith M. Sherinsky
A task force of the AICPA and the CICA has developed a privacy
framework for designing, maintaining, and evaluating an entity’s
privacy program. Privacy relates to the rights and obligations of
individuals and organizations with respect to the collection, use,
disclosure, and retention of personal information. Individuals expect
their personal information to be protected by the organizations with which they do business.
Personal information is information that is or can be used to directly or indirectly identify an
individual. Examples of personal information are name, home address, physical characteristics,
and consumer purchase history. Sensitive personal information is information that generally
requires an extra level of protection, for example, information about medical conditions and
political opinions.
As business systems and processes become more complex, an increasing amount of personal
information is collected. Such information may be exposed to loss, misuse, or unauthorized
access and disclosure. Privacy is a risk management issue for business because an inadequate
privacy program may result in:
•
•
•
•
•
•
•

Damage to an organization’s reputation, brand, or business relationships
Legal liability and industry sanctions
Charges of deceptive business practices
Customer or employee distrust
Denial of consent by individuals to have their personal information used for business
purposes
Lost business and consequential reduction in revenue and market share
Disruption of international business operations

Such risks are concerns for organizations, government, and the public in general. An
organization that collects, uses, discloses, and retains personal information needs to instill a
feeling of trust in its customers, employees, and third parties, and also to comply with privacy
laws and regulations and fair information practices.
To respond to the vulnerability created by possible breaches in privacy, the AICPA/CICA has
created a privacy framework that contains 10 privacy principles and related criteria that are
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essential to the proper protection and management of personal information. These privacy
principles and criteria are based on internationally known fair information practices included in
privacy laws and regulations in various jurisdictions around the world. The following are the 10
privacy principles:
1. Management: The entity establishes and communicates its privacy policies and procedures,
and assigns accountability for its privacy program.
2. Notice: The entity provides notice about its privacy policies and relevant procedures to the
individual and identifies the purposes for which personal information is collected, used,
disclosed, and retained.
3. Choice and Consent: The entity describes the choices available to the individual and obtains
implicit or explicit consent from the individual with respect to the collection, use, disclosure,
and retention of personal information.
4. Collection: The entity limits the collection of personal information to that which is necessary
for the purposes identified in the notice.
5. Use and Retention: The entity limits the use of personal information to the purposes
identified in the notice and to those for which the individual has provided implicit or explicit
consent. The entity retains personal information for only as long as necessary to fulfill the
stated purposes.
6. Access: The entity provides individuals with access to review and update their personal
information.
7. Onward Transfer and Disclosure: The entity discloses personal information to third parties
for only the purposes identified in the notice and those for which the individual has provided
implicit or explicit consent.
8. Security: The entity protects personal information against unauthorized access (both physical
and logical).
9. Integrity: The entity maintains accurate, complete, and relevant personal information for the
purposes for which it is to be used.
10. Monitoring and Enforcement: The entity monitors compliance with its privacy policies and
procedures, and has procedures to address privacy-related inquiries and disputes.
For each of the 10 privacy principles, there are relevant, objective, and measurable criteria for
evaluating an entity’s privacy policies, communications, and procedures.
Using the attestation standards, CPAs can provide an organization with an attestation report on
an entity’s privacy program. To issue an unqualified report, the CPA would need to be satisfied
that all 10 privacy principles and related criteria have been met during the period covered by the
report. A CPA could also perform a consulting service for a client and provide advice on
establishing, implementing, and improving a privacy program.
The Assurance Services Executive Committee plans to expose the privacy framework for
comment in March 2003, and will post the exposure draft to the following Web sites:
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www.aicpa.org/innovation/baas/ewp/homepage.htm and
www.cpa2biz.com/ResourceCenters/Information+Security/Privacy

AICPA Comments on Rules for
Implementing the Sarbanes-Oxley Act
by Julie Anne Dilley, Kim M. Gibson, and Susan S. Jones
The Securities and Exchange Commission (SEC or Commission) has proposed rules for
implementing the Sarbanes-Oxley Act of 2002 (the Act). Among the comment letters submitted
by the AICPA are those that address internal control, audit committees, and retention of records
relevant to audits and reviews. Following is a summary of the AICPA’s comments on these
topics.
Internal Control
Proposed Rule: Disclosure Required by Sections 404, 406, and 407 of the SOA
File No.: S7-40-02 “Management’s Internal Controls and Procedures for Financial Reporting”
http://www.sec.gov/rules/proposed/33-8138.htm
The AICPA has long supported reporting on the effectiveness of internal control over financial
reporting by public companies accompanied by auditor attestation because effective internal
control is a critical component of reliable financial reporting. The AICPA believes that this
practice will lead to increased quality in the preparation of financial statements and to improved
investor confidence in the financial markets. Accordingly, the AICPA comment letter supports
the Commission’s proposal to issue rules to implement the requirements in Section 404,
“Management Assessment of Internal Controls,” of the Sarbanes-Oxley Act of 2002 (the “Act”).
The comment letter focuses on four recommendations that, if incorporated into the final rule, will
enhance the reports for users in several significant ways and also improve implementation by
companies and auditors. The four major recommendations in the letter are discussed below:
•

Align the internal control objectives that are required in management’s report on
internal control with those required in the accountant’s attestation report on
internal control.
The Commission’s proposal would require a company's annual report to include an
internal control report of management as of the end of the company’s most recent fiscal
year that includes, among other matters, management’s “conclusions about the
effectiveness of the company's internal controls and procedures for financial reporting.”
This requirement is consistent with Section 404 of the Act. Section 103 of the Act,
however, appears to require, pursuant to action by the Public Company Accounting
Oversight Board (PCAOB), that the registered public accounting firm present in its audit
report, or in a separate report, an evaluation of whether the company’s internal control
structure and procedures:
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(aa)

Include maintenance of records that in reasonable detail accurately and fairly
reflect the transactions and dispositions of the assets of the issuer, and

(bb)

Provide reasonable assurance that transactions are recorded as necessary to permit
preparation of financial statements in accordance with generally accepted
accounting principles, and that receipts and expenditures of the issuer are being
made only in accordance with authorizations of management and directors of the
issuer.

The letter recommends that the Commission require that the objectives stated above be
included in management’s assessment and report to promote comparability among
issuers and to create alignment between management’s and the independent auditor’s
reports. Inconsistencies between the required content of management’s report and of the
auditor’s report will lead to confusion among users of the reports, and misunderstanding
between management and auditors about the objectives of internal control over financial
reporting.
•

Require that management assess the effectiveness of its internal control over
financial reporting using suitable, recognized control criteria established through
due process. An example of such criteria is that set forth in the Committee of
Sponsoring Organizations of the Treadway Commission's report, Internal
Control—Integrated Framework (the “COSO report”).
Requiring the use of suitable criteria provides benefits to users and to regulators similar
to the benefits achieved by requiring the use of generally accepted accounting principles
in the preparation of financial statements. In particular, requiring the use of such criteria
would permit comparability among reporting entities. In addition, such established
criteria are available publicly and thus easily accessible to users.
The Commission proposes to refer to AU Section 319 of Statements on Auditing
Standards to define internal control over financial reporting.1 While we believe that the
definition of internal control in AU Section 319, which was incorporated from the COSO
report, is appropriate, the objective of AU Section 319 is to provide guidance to the
2
auditor, it does not set forth suitable control criteria for management’s assessment.
The letter states that the absence of evaluative criteria in AU Section 319 is a crucial flaw
in using that standard as a basis for evaluating and reporting on the effectiveness of
internal control over financial reporting. Control criteria are more comprehensive than a
definition of internal control because they are used to measure and evaluate controls and

1 The AICPA recently issued for comment an exposure draft of proposed SASs that, if issued, would supersede AU
Section 319, Consideration of Internal Control in a Financial Statement Audit. Guidance from that auditing section
has been enhanced and reorganized into several of the proposed SASs.
2 Statement on Standards for Attestation Engagements (SSAE) No. 10, Attestation Standards: Revision and
Recodification, “Reporting on an Entity’s Internal Control over Financial Reporting”) (AT sec. 501) footnote 8
states: “AU section 319 is not intended to provide criteria for evaluating internal control effectiveness.”
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thus provide a basis for determining whether a control is effective or ineffective. Criteria
also must be suitable, as that term is used in the AICPA attestation standards. Suitable
criteria are free from bias, permit reasonably consistent measurements, are sufficiently
complete so that those relevant factors that would alter a conclusion about subject matter
are not omitted, and are relevant to the subject matter.
Management’s evaluation of the effectiveness of the entity’s internal control using
suitable criteria is also a required condition for an independent accountant to examine
internal control effectiveness pursuant to the AICPA attestation standards.
The COSO report presents a comprehensive framework of internal control that defines
internal control as a process to achieve an entity’s objectives in the following categories:
(a) reliability of financial reporting, (b) effectiveness and efficiency of operations, and (c)
compliance with applicable laws and regulations.” The COSO report further identifies
five interrelated components that comprise internal control, and provides an in-depth
conceptual discussion of each component, including factors that may be considered in
evaluating the effectiveness of each component. The COSO report thus links the
effectiveness of internal control to the implementation and operating effectiveness of its
components, which are criteria for effective internal control. The determination of the
effective functioning of the components provides reasonable assurance regarding the
achievement of one or more of the objectives of internal control.
The letter states that the COSO report provides the best framework for evaluation of
internal control systems because of its robustness and completeness. COSO criteria also
have served as an effective basis for the reporting required by the Federal Deposit
Insurance Corporation Improvement Act. Furthermore, the GAO has endorsed and
adopted the COSO framework for internal control evaluations by federal agencies. The
COSO report is a widely accepted control framework that would provide a wellestablished and sufficient reporting basis for the investing public.
•

Address the need for management to establish thresholds for determining
significant deficiencies and material weaknesses in order to fulfill their reporting
responsibilities.
The proposed rule creates greater symmetry between the reporting requirements under
Section 302 and Section 404 of the Act and requires that the principal executive and
financial officers of reporting companies perform quarterly evaluations of, and report
their conclusions about, the effectiveness of the issuer’s internal control over financial
reporting. In connection with this evaluation, the company’s principal executive and
financial officers are required to disclose to the issuer’s auditors and to the audit
committee or board of directors all significant deficiencies and material weaknesses in
the design or operation of internal control over financial reporting which could adversely
affect the registrant’s ability to record, process, summarize and report financial
information required to be disclosed by the registrant in the reports that it files or submits
under the Act.
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In order to meet these various reporting requirements, management will need to
determine the threshold for control deficiencies that are of such a magnitude,
quantitatively or qualitatively or both, that they constitute “significant deficiencies” or
“material weaknesses” in the context of their companies. The letter states that it is in the
public interest that the Commission discusses in its final rule that a feature of
management’s process to evaluate the effectiveness of internal control over financial
reporting is to determine the thresholds for determining significant deficiencies or
material weaknesses that trigger a reporting obligation to the audit committee and to the
auditor.
In addition, the letter recommends that the Commission refer in the final rule to SAS No.
60, Communication of Internal Control Related Matters Noted in an Audit, as amended
(AU sec. 325) for the meaning of the terms “significant deficiencies” and “material
weaknesses” as is done in the Division of Corporation Finance’s Sarbanes-Oxley Act of
2002 – Frequently Asked Questions.
•

Require that management’s reports on internal control over financial reporting
publicly disclose significant deficiencies and material weaknesses.
The letter states that it is important that users of the reports be aware of significant
deficiencies and material weaknesses that have not been corrected as of the evaluation
date. Accordingly, the Commission should require that management’s quarterly and
annual reports on internal control disclose these matters to the public. This requirement
would increase the transparency of the process and reports and encourage timely
correction of significant deficiencies.
The letter recommends that the Commission explicitly state that a company’s
management cannot conclude that its internal control over financial reporting is effective
if they have identified material weaknesses as of the evaluation date.
The full text of the comment letter, including other comments not discussed above, may
be obtained on the AICPA’s Web site at http://www.aicpa.org/download/sarbanes/aicpasec-S74002-404-internal-control.pdf

Audit Committees
Proposed Rule: Strengthening the Commission's Requirements Regarding Auditor Independence
File No.: S7-49-02
http://www.sec.gov/rules/proposed/33-8154.htm
The SEC proposed amendments to its existing requirements regarding auditor independence to
enhance the independence of accountants who audit or review financial statements and prepare
attestation reports filed with the SEC. The proposed rules recognize the critical role played by
audit committees in the financial reporting process and the unique position of audit committees
in assuring auditor independence.
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The AICPA's comment letter addresses all aspects of this proposed rule. With respect to the
proposed audit committee requirements, the AICPA supports the Commission's proposal to
enhance communications with audit committees and believes the suggested additional
requirements, such as communicating information on critical accounting policies and practices
and alternative accounting treatments to the audit committee, and requiring communication to
the audit committee prior to the filing of the financial statements, supplement the existing
requirements of SAS No. 61, Communications with Audit Committees, as amended. The AICPA
offered a number of comments that it believes will help strengthen the Commission's proposed
communication process.
The AICPA's comment letter can be found at
http://www.aicpa.org/download/sarbanes/independence1-10-03.pdf
Retention of Records Relevant to Audits and Reviews
Proposed Rule: Retention of Records Relevant to Audits and Reviews
File No.: S7-46-02
http://www.sec.gov/rules/proposed/33-8151.htm
The AICPA’s comment letter supports the SEC’s proposed rule and also suggests ways in which
the rule could be clarified and improved. The letter indicates that the proposed rule’s broad
interpretation of “other documents” might inhibit interaction among audit firm personnel because
auditors would be reluctant to place preliminary conclusions, opinions, or analyses in writing,
thus creating documents they would be required to retain. This would adversely affect audit
quality and thus, not be in the public’s interest because a tendency to communicate less in
writing might result in less complete communications and greater potential for misunderstanding
of facts and (2) might negatively affect the effectiveness and efficiency of reviews by
supervisory personnel, concurring partner reviewers, and firm experts. The letter recommends
that the definition of “other documents” be more clearly described as “documentation of
significant differences in professional judgment arising during the audit on issues that are
material to the issuer’s financial statements or to the auditor’s final conclusions regarding the
audit or review.”
The letter also recommends that the SEC modify the provision of the proposed rule designed to
ensure the preservation of documents that reflect differing professional judgments and views on
significant matters, both within the accounting firm and between the firm and the issuer, and how
those differences were resolved. The proposed rule would require that records be retained
whether the conclusions, opinions, analyses, or financial data in the records would support or
“cast doubt” on the final conclusions reached by the auditor. The comment letter states that the
term “cast doubt” may be too broad and since it is not used in professional standards, may be
misunderstood by auditors. The letter recommends that the rule be written to require the
retention of documentation when (1) the conclusions, opinions, analyses, or financial data in the
records support the final conclusions reached by the auditor, or (2) it documents significant
differences of professional judgment arising during the engagement and the related issues are
material to the issuer’s financial statements or to the auditor’s final conclusions regarding the
audit or review. The full text of the AICPA’s comment letter may be obtained at:
http://www.aicpa.org/download/sarbanes/recordretention12-27-02.pdf
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Highlights of Technical Activities
The Auditing Standards Board (ASB) performs its work through task forces composed of
members of the ASB and others with technical expertise in the subject matter of the projects. The
findings of these task forces periodically are presented to members of the ASB, at public
meetings, for their review and discussion. Listed below are the current task forces of the ASB
and brief summaries of their objectives and activities.
Task Forces of the ASB
ASB Horizons II Task Force (Staff Liaison: Gretchen Fischbach; Task Force Chair: John A.
Fogarty). This task force is developing the ASB’s strategic plan for the next three to five years.
The ASB welcomes the input of AICPA members and others interested in the ASB’s planning
activities. Comments should be directed to Gretchen Fischbach via the Internet at
gfischbach@aicpa.org.
Audit Committee Task Force: (Staff Liaison: Kim Gibson; Task Force Chair: Bruce Webb).
This task force is amending existing professional standards that contain guidance on audit
committee communications to reflect the applicable provisions of the Sarbanes-Oxley Act. One
of the provisions of the proposed SAS is a requirement for the auditor to obtain a written
engagement letter from the client documenting their understanding of the services to be
performed. The task force expects the ASB to vote to issue the document as an exposure draft at
the February 2003 ASB meeting.
Audit Issues Task Force (Staff Liaison: Gretchen Fischbach; Task Force Chair: James S.
Gerson). This task force generally meets on a monthly basis to (1) oversee the ASB’s planning
process, (2) evaluate technical issues raised by various constituencies and determine their
appropriate disposition including referral to an ASB task force or development of an
interpretation or other guidance, (3) address emerging audit and attestation practice issues, (4)
provide advice on ASB task force objectives and composition, and monitor the progress of task
forces, and (5) assist the ASB Chair and the Audit and Attest Standards staff in carrying out their
functions, including liaising with other groups.
Consistency Task Force (Staff Liaison: Gretchen Fischbach; Task Force Chair: Craig W.
Crawford). This task force is considering whether the second reporting standard of the ten
generally accepted auditing standards, which relates to consistency, should be eliminated. The
consistency standard requires the auditor to identify in his or her report circumstances in which
generally accepted accounting principles have not been consistently observed in the current
period in relation to the preceding period. This topic as addressed in AU Section 420,
“Consistency of Application of Generally Accepted Accounting Principles.” At its July 2002
meeting, the ASB asked the task force to research the usefulness of the consistency explanatory
paragraph and to obtain the reactions of user groups to the possible elimination of the
consistency standard. The task force also is considering whether aspects of Statement of
Financial Accounting Concepts No. 2, Qualitative Characteristics of Accounting Information,
should be added to SAS No. 32, Adequacy of Disclosure in Financial Statements. The task force
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will present the results of its research and a draft of an expanded SAS No. 32 at a future ASB
meeting.
Confirmations Task Force (Staff Liaison: Judith M. Sherinsky; Task Force Chair: Steven L.
Schenbeck). This new task force will be reevaluating the guidance in SAS No. 67, The
Confirmation Process, based on recommendations of the AICPA Professional Issues Task
Force in Practice Alert 2003-1, "Audit Confirmations."
Fair Value Task Force (Staff Liaison: Gretchen Fischbach; Task Force Chair: Susan L.
Menelaides). In January 2003, the ASB issued SAS No. 101, Auditing Fair Value
Measurements and Disclosures, which establishes general guidance and a framework to assist
auditors in exercising professional judgment when auditing fair value measurements and
disclosures. For additional information about this project, see the article about SAS No. 101 on
page 1.
Financial Instruments Task Force (Staff Liaison: Judith M. Sherinsky; Task Force Chair:
Stephen D. Holton) The task force has drafted the following updates to the Audit Guide,
Auditing Derivative Instruments, Hedging Activities, and Investments in Securities:
•

•

•

•

An expansion of an existing case study to describe ineffectiveness in a hedging
relationship. An example of a situation in which there is ineffectiveness in a hedging
relationship is when the price of propane (a byproduct of natural gas) is hedged with a
contract to buy natural gas. Contracts to buy propane are rare; accordingly, traders
usually have to use contracts to buy natural gas as a substitute hedge. Because propane
and natural gas are similar but not the same, there will be some ineffectiveness in the
hedge between the commodity (propane) and the hedge (natural gas).
A case study that addresses considerations for a foreign currency hedge when part of the
change in the derivative’s fair value is excluded from the assessment of hedging
effectiveness and the remaining critical terms of the derivative and the hedged item
match.
A case study that addresses considerations for assertions about a hedge for which the
shortcut method is used and impairment considerations when the carrying amount of the
hedged item has been increased under fair value hedge accounting.
A case study and an appendix that address considerations when assertions about hedge
effectiveness are based on the use of regression analysis

The task force is drafting additional auditing guidance related to energy and other commodity
contracts for which there is no readily determinable market and anticipates that the updated
Guide will be issued in the Spring of 2003.
Internal Control Reporting Task Force (Staff Liaison: Julie Anne Dilley; Task Force Chair:
Garrett L. Stauffer). The task force recently drafted a comment letter on the SEC’s proposed rule
to implement the requirements in Section 404, “Management Assessment of Internal Controls,”
of the Sarbanes-Oxley Act of 2002 (the Act). See the article on page 6 for additional information.
The task force currently is drafting a proposed new SAS that will apply to audits of public
companies in which the auditor engaged to perform the audit of the entity’s financial statements
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also is required to examine the entity’s internal control over financial reporting as of the end of
the reporting period. The task force also is enhancing the performance guidance in AT section
501, Reporting on an Entity’s Internal Control over Financial Reporting, and drafting
amendments to SAS No. 60, Communication of Internal Control Related Matters Noted in an
Audit and to other standards as necessary. The task force recently discussed issues relating to
management’s implementation of provisions of the Act with representatives of Financial
Executives International and the Institute of Internal Auditors.
International Auditing Standards Subcommittee (Staff Liaison: Susan S. Jones; Subcommittee
Chair: Tom Ray). The objective of this subcommittee is to support the development of
international standards. Subcommittee activities include providing technical advice and support
to the AICPA representative and technical advisors to the International Auditing and Assurance
Standards Board, commenting on exposure drafts of international assurance standards,
participating in and identifying U.S. volunteer participants for international standard-setting
projects, identifying opportunities for establishing joint standards with other standard setters,
identifying international issues that affect auditing and attestation standards and practices, and
assisting the ASB and other AICPA committees in developing and implementing AICPA
international strategies.
Joint Quality Control Standards Task Force (Staff Liaison: Judith M. Sherinsky; Task Force
Chair: Craig W. Crawford). The task force considers matters related to Statements on Quality
Control Standards (SQCSs). The task force has revised, Guide for Establishing and Maintaining
a System of Quality Control for a CPA Firm’s Accounting and Auditing Practice (Guide) to:
•
•
•
•

•
•

Include more specific and detailed guidance.
Incorporate the concept of a significant client as well as factors to consider in identifying
significant clients.
Include a new chapter titled, "Quality Control for Alternative Practice Structures" as well
as Interpretation No. 16 of Rule 101 Independence "The Effect of Alternative Practice
Structures on the Applicability of Independence Rules."
Incorporate SQCSs No. 4, System of Quality Control for a CPA Firm’s Accounting and
Auditing Practice and No. 5, The Personnel Management Element of a Firm’s System of
Quality Control—Competencies Required by a Practitioner-in-Charge of an Attest
Engagement
Include the practice aid "Assessing the Effect on a Firm’s System of Quality Control
Due to a Significant Increase in New Clients and/or Experienced Personnel"
Include all of the quality control standards

In February 2003, the task force will submit a revised draft of the Guide to representatives of the
ASB for review.
Joint Risk Assessments Task Force (Staff Liaisons: Julie Anne Dilley and Sylvia Barrett; Task
Force Chairs: John A. Fogarty and John Kellas). This task force is a joint effort of the
International Auditing and Assurance Standards Board (IAASB) and the ASB. At its October
2002 meeting, the ASB voted to expose seven proposed SASs related to the auditor’s risk
assessment process, including assessing the risks of material misstatement and designing audit
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procedures to respond to the assessed risks. To see the exposure draft go to
http://www.aicpa.org/members/div/auditstd/auditrisk120202.asp . The October 2002 issue of In
Our Opinion contains a detailed article about the exposure draft. To see that article go to page 5
of the October issue at: http://www.aicpa.org/download/auditstd/0210_in_our_opinion.pdf
Sarbanes-Oxley Omnibus SAS Task Force (Staff Liaison: Jane M. Mancino; Task Force Chair:
Susan Menelaides) This task force is developing technical amendments to the professional
standards to reflect certain provisions of the Sarbanes-Oxley Act other than those relating to
internal control and audit committees. The exposure draft is expected to be approved by the ASB
at its February 2003 meeting.
Sustainability Reporting Task Force (Staff Liaison: Jane M. Mancino; Task Force Chair: Beth
A. Schneider). This joint task force of the AICPA’s ASB and Assurance Services Executive
Committee and the Canadian Institute of Chartered Accountants (CICA) is charged with
developing a marketable assurance service that addresses sustainability reporting, and
participating with other organizations in the development of suitable criteria for the preparation
of such presentations. Sustainability presentations are issued by companies to explain their
economic, environmental, and social performance.
Based on updated market research, the AICPA has concluded that significant demand by U.S.
companies for attest services related to sustainability reporting may be several years off.
Therefore, the AICPA has chosen to postpone joint development of an assurance service on
sustainability reporting. The AICPA will continue to monitor the market demand for
sustainability reporting in the U.S. and will re group if and when market demand warrants.
Recently, the Task Force has been focusing on possible services CPAs and Charted Accountants
might provide related to greenhouse gas (GHG) emissions trading. The task force will continue
to work on a statement of position that provides guidance for performing an attestation
engagement related to GHG emissions, and will disband once that project is complete. For more
information on sustainability reporting and GHG emissions trading, visit
http://www.aicpa.org/innovation/baas/environ/index.htm.
Legal Inquiry Letters Reeducation Task Force (Staff Liaison: Gretchen Fischbach; Task Force
Chair: Susan L. Menelaides). This joint task force, composed of representatives of the AICPA
and the American Bar Association, was established to address concerns regarding language used
by auditors in audit inquiry letters issued pursuant to SAS No. 12, Inquiry of a Client’s Lawyer
Concerning Litigation, Claims, and Assessments, and responses by attorneys to those letters.
Using the Work of a Specialist Task Force (Staff Liaison: Gretchen Fischbach; Task Force
Chair: Michael T. Umscheid). This task force will review SAS No. 73, Using the Work of a
Specialist, to determine whether revisions to that guidance is needed.
Other Activities
Accounting and Review Services Committee (ARSC) (Staff Liaison: Kim M. Gibson;
Committee Chair: Andrew M. Cohen). The ARSC is revising the illustrative management
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representation letter in SSARS No. 1, Compilation and Review of Financial Statements. The
revisions will reflect changes introduced by SSARS No. 9, including the requirement to obtain
management’s acknowledgement of its responsibility for the fair presentation of the financial
statements, for full and truthful responses to the accountant’s inquiries, and for information
regarding subsequent events. The revised engagement letter should be available on aicpa.org by
the end of February 2003.
Auditing Standards Committee (Chair: Brian Ballou, Auburn University; ASB/AICPA Liaisons
to the Committee: William Messier and Gretchen Fischbach) The Auditing Standards Committee
of the American Accounting Association is charged with fostering interaction between the
Association’s Auditing Section and auditing standard-setting bodies such as the AICPA’s ASB.
The ASB has long supported strengthening its relationship with the academic community as well
as increasing the community’s participation in the standard-setting process. William Messier,
ASB member, and Gretchen Fischbach, Audit and Attest Standards Technical Manager, are
liaisons to the AAA Auditing Standards Committee. In January 2003, at the Mid-Year Meeting,
the AICPA participated in a panel entitled “Perspectives on Risk Assessment.” The panelists on
the 2003 panel included, Lynford Graham (BDO Seidman, LLP and ASB member), Bill Kinney
(University of Texas at Austin), Ira Solomon (University of Illinois), and Rick Steinberg
(PricewaterhouseCoopers).
International Auditing and Assurance Standards Board (IAASB) (U.S. Member: Edmund R.
Noonan; U.S. Technical Advisor: Susan S. Jones). The IAASB met in December 2002 in Miami.
At the meeting, the Board made progress on its projects on interim financial information,
assurance engagements, group audits, the auditor's report, fraud, estimates, materiality and
quality control. The next meeting of the IAASB will take place in Melbourne, Australia in
March 2003. The Board plans to vote as a final document, the proposed International Auditing
Practice Statement, Reporting on Compliance with International Financial Reporting Standards.
The Board also plans to expose several proposed International Standards on Auditing, including:
Quality Control, Assurance Engagements, and Interim Financial Information. For more
information about the activities of the IAASB, including information about attending public
meetings of the IAASB, go to http://www.ifac.org/IAASB/.
Privacy Task Force (Staff Liaison: Erin P. Mackler, Karyn Waller; Chair: Everett Johnson) A
task force of the Business Advisory and Assurance Services Executive Committee has
established criteria and services related to privacy. Judith Sherinsky is assisting the task force
with aspects of the project related to attestation engagements. See the article on page 4 for
information about this project.
Valuing Privately-Held-Company Equity Securities (VPES) Issued in Other Than a Business
Combination Task Force (Staff: Marc Simon; Chair: Val Bitton) This task force of the
AICPA’s Accounting Standards Executive Committee (AcSEC) is considering how to value the
common stock of privately held companies. At its January 2003 meeting, AcSEC discussed a
draft of a proposed practice aid, Valuation of Privately-Held-Company Equity Securities Issued
in Other Than a Business Combination, and made recommendations for modifying the draft.
The task force plans to post the practice aid to the AICPA web site in February 2003, with a 60day comment period. The ASB is monitoring this project and plans to develop auditing guidance
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related to the valuation of privately-held-company equity securities. Lynford Graham, ASB
member, is a member of the VPES task force and Gretchen Fischbach, Audit and Attest
Standards Technical Manager, attends the meetings as an observer.

Recently Issued and Approved Documents
Title (Product Number)
Issue Date
Effective Date
Statements on Auditing Standards (SASs)
SAS No. 101, Auditing Fair Value
January 2003
Effective for audits of financial
statements for periods beginning on or
Measurements and Disclosures
(060703)
after June 15, 2003. Earlier application of
the provisions of this Statement is
permitted.
New
SAS No. 100, Interim Financial
November 2002
Effective for interim periods within fiscal
years beginning after December 15, 2002.
Information
(060702)
Earlier application is permitted
New
SAS No. 99, Consideration of Fraud
October 2002
Effective for audits of financial
statements for periods beginning on or
in a Financial Statement Audit
(060701)
after December 15, 2002. Earlier
application is permitted
New
SAS No. 98, Omnibus—2002
September 2002
Effective upon issuance except for the
(060700)
revision to SAS No. 70, effective for
reports issued on or after January 1, 2003.
Earlier application is permissible.
SAS No. 97, Amendment to SAS No.
August 2002
Effective for written reports issued, or
50, Reports on the Application of
oral advice provided on or after June 30,
Accounting Principles (060699)
2002. Earlier application of the provisions
of the Statement is permissible.
SAS No. 96, Audit Documentation
January 2002
Effective for audits of financial
(060698)
statements for periods beginning on or
after May 15, 2002. Earlier application is
permitted.
Statements on Standards for Attestation Engagements (SSAEs)
SSAE No. 12, Omnibus— 2002
(023031)

September 2002
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Effective upon issuance.

SSAE No. 11, Attest Documentation
(023030)

January 2002

Effective for attest engagements when the
subject matter or assertion is as of or for a
period ending on or after December 15,
2002. Earlier application is permitted.
Statements on Quality Control Standards (SQCSs)

SQCS No. 6, Amendment to Statement
on Quality Control Standards No. 2 ,
System of Quality Control for a CPA
Firm’s Accounting and Auditing
Practice
(067024)

September 2002

Effective upon issuance.

Interpretations of SASs
Title
Interpretation of SAS No. 58, Reports
on Audited Financial Statements
Interpretation No. 15, “Reporting as
Successor Auditor When Prior-Period
Audited Financial Statements Were
Audited by a Predecessor Auditor
Who Has Ceased Operations”
(AU sec. 9508)
Interpretation of SAS No. 58, Reports
on Audited Financial Statements.

Issue Date
November 2002

March 2002

Interpretation No. 14 “Reporting on
Audits Conducted in Accordance
With Auditing Standards Generally
Accepted in the United States of
America and in Accordance With
International Standards on Auditing”
(AU sec. 9508)
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Effective Date
Interpretations of audit, attest, and quality
control standards are effective upon
issuance in the Journal of Accountancy.

Interpretations of SAS No. 70, Service
Organizations

February 2002

Interpretation No. 4, “Responsibilities
of Service Organizations and Service
Auditors With Respect to ForwardLooking Information in a Service
Organization’s Description of
Controls”
Interpretation No. 5, “Statements
About the Risk of Projecting
Evaluations of the Effectiveness of
Controls to Future Periods”
Interpretation No. 6, “Responsibilities
of Service Organizations and Service
Auditors With Respect to Subsequent
Events in a Service Auditor’s
Engagement”
Statements of Position
Title (Product Number)
Statement of Position 02-1,
Performing Agreed-Upon Procedures
Engagements That Address Annual
Claims Prompt Payment Reports as
Required by the New Jersey
Administrative Code
(014934)

Issue Date
May 23, 2002

Effective Date
Effective upon issuance

AICPA Audit Guides
Service Organizations: Applying SAS
No. 70, As Amended
(012772)

April 15, 2002
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Projected Auditing Standards Board Agenda
Codes: DI- Discussion of issues, DD - Discussion of draft document, ED-Vote to ballot a
document for exposure, EP-Exposure Period, CL- Discussion of comment letters, FI- Vote to
ballot a document for final issuance, SU- Status Update
.
ASB Meeting Dates and Locations

Project
Consistency

Feb. 11-13, 2003

April 8-10, 2003

June 3-5, 2003

Las Vegas, NV

New York, NY

New York, NY

DI

DD

DI

Confirmations
Internal Control
Reporting
Joint Risk Assessment

ED

EP

CL

EP

EP

CL

Sarbanes-Oxley
Omnibus SAS
Sarbanes-Oxley
Audit Committee

ED

CL
FI
CL
FI

ED

Ordering Information
To order publications, call: (888) 777-7077 (menu selection #1); write: AICPA Order Department, CLA3, P.O. Box
2209, Jersey City, NJ 07303-2209; fax: (800) 362-5066 or go to www.cpa2biz.com Users of the Web site must register
at the site prior to ordering. AICPA and state society members should have their membership numbers ready when they
order. Nonmembers also may order AICPA products. Prices do not include shipping and handling.
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Name
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KPMG LLP
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Auston G. Johnson

Utah State Auditor’s Office
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Macias, Gini & Company, LLP
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Altschuler, Melvoin & Glasser, LLP

William F. Messier, Jr.

Georgia State University

Alan G. Paulus

Ernst & Young, LLP
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Grant Thornton LLP

Steven L. Schenbeck

Ehrhardt, Keefe, Steiner & Hottman PC

Michael T. Umscheid

Witt, Mares & Company

Bruce P. Webb

McGladrey & Pullen, LLP

Carl L. Williams III

Bennett Thrasher PC
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Julie Anne Dilley
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